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ABSTRACT 

As part Of the reauthorization of the Higher 
Education Act of 1955 the Congress has examined concerns over the 
integrity of the student aid program and has consequently looked at 
reforming the current structure used to approve schools for program 
participation. The current structure has a "triad** format whereby 
schools that wish to participate roust: (1) be accredited by an agency 
recognized for that purpose by the Secretary of Education; (2) be 
licensed or otherwise legally authorized to provide postsecondary 
education in the state in which it is located; and (3) be deemed 
eligible and certified to participate in federal student aid programs 
by the Department of Education. Reauthoris»tion bills have proposed 
revising the definitions of eligible institutions and reforming the 
process by which institutions become eligible to participate in 
federal programs- However, the bills have differed on the kinds of 
changes they would require in standards imposed on schools and on 
which '•leg'* of the triad would be relied on for tougher scrutiny of 
institutions. A contrasting proposal, the Nunn/Gordon bill, focuses 
specifically on fraud and abuse in the Guaranteed Student Loan 
program by schools in the proprietary sector. Sixteen notes are 
included. (JB) 
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SUMBIARY 



Tbe Hidier Education Act of 1965 (HEA), authorisang the m^r Federal 
nrograma «UH»ortiiig postaecondaiy education, wiU eipire in tl» 102d wof^- 
Ofprimaiy concern is title IV of tJw Act, which currently provides about |18 
bim^n in stu^ aid to hdp financaalfy nee* students attato po^^ 
education in coUe^ univeirities, and teaie and technical sdwols. Recently, 
concerns have grown over student aid program inte^ity, partic^ly 

or abusive actions 1^ proprietaiy (private, for pijfit) ^^^^'^iJ^eJl'J^^^ 
of Inspector General in the UA Department of Ediaatwrn (p) idenUfi^^ 

IV stuSsnt aid ^ograms as vukieraWe to fraud and abuse a^ devoted 

substantial resources to audits and investigations of program pwtwiiMmts and 

their oversiriit by ED. The Senate Permanent Subcommittee on Investigations 

held a series of tearings in the 101st Congress on student aid progrMj alni^, 

and issued a report in May 1991 finding fraud and abuse throughout the 

Guaranteed Student Loan (GSL) program. 

Attention during hearinp of the HEA has focused on reform of thecurrent 
"triad- structure used to ^love sdiools for program participation. In orow 
students attending a w^l to receive titie IV assistsnce, the school must: l)he 

accredited by an agemy recognised for that purpose the Socretaiy of 
Education, 2) be licensed or o^erwise legally authorized to provide 
postsecondaiy education in tiie State in which it is located, and 3) be deemed 
eUeible and certified to psrtidpate in Federal student aid programs by tAJ. 
Questions included the following: Would the triad be a more effectave approval 
mechanism if greater reUance were placed on strengtiiened State and/or 
accrediting agency oversi^t? Are sti^cter standards for ED certification also 
needed? As an alternative, should tiie laws and regulations be applied 
differently to certain schools to deal vrith integrity issues? 

HEA reauthorization bills ordered reported by Hoi.se and Senate 
committees (S. 1150 and HJt 3563) revise the definitions of eUpble institiitions 
and include a number of provisions to reform the process Iqr which institutions 
become eligible to partidpate in titie IV student aid programs. Instead of 
singling out particular types of postsecondaiy institutions, botii bills reform «ie 
institution^ eligOjility rules for all postsecondaiy institiitions. Howeverjaiey 
diffw significantiy in tiie kinds of chsnges in standards tiiat are imposed on 
schools, as weU as which Ib^ of tiie current triad to rely on for tou^ scrutiiy 
of institutions. 

In contrast, a proposal introduced by Senator Sam Nunn (S. 1603) and 
Representative Bart Gordon (HJl. 3239), based on recommewlations (rfthe 
Senate Permanent Investigations Subcommittee, focuses sp«!ificaUy on fraud 
and abuse in the GSL program by schools in tiie proprietaiy s«Jtor of 
postsecondary education. The Nunn/Oordon bUl amends institution^ eh^l>ihty 
Imd the regulatoiy structure only for proprietiuy trade schools (as defined in tt« 
bill), and responds to other committee recommendations wneeming U»L 
participants imd ED management. 
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PROGRAM INTEGRiry AND THE CURRENT REGULATORY 
STRUCTURE 

The Hi^er Education Act of 1965 (HEA), auAoriang the Fe^ral 
prosrami aupporting portaecondaiy educatiM, wiU expire in the 102d Ccmgrew. 
Of primaiy concern is title IV of tl» Act, whkh ol^rent^y provides about n» 
hiUion in student aid to help financial^ ne^ students attain post^soi^ 
education in coUe^ univrarsities, and trwie and technical schools. KeoBntly, 

concerns have grown over stutot aid propam integrity, partiodarty fra»o^»nt 
or abusive actions tywhools or other Fogram participants. In the late 18^ 
the Office of Inspector General (OIG) in the U.S. Department of Educafaon (ED) 
identified me IV student aid programs as vukieraWe to fraud and rt»use and 
devoted substantial resources to audits and investigations of program 
participants and their oveiwi^t Iq^ ED. The Senate Permanent Subcommittee 
on Investigations, chaired hy Senator Sam Nunn, held a series of heari^ in to 
lOlst Congress on student aid program abus^ -ud issued a nport m May 1991 
finding that the Guaranteed Student Loan program (GSL) was "plagued by 
fraud and abuse at eveiy level. . . 

The GSL program default rate and default costs are at an all-time hif^i, and 
some attribute this comiition in part to Oie exploitation of the loan programs 
by certain program players seeking profits fiwn the $11 bUlion m loans 
disbursed to students annually. Media attention has been focused on 
proprietary (private, for-profit) trade schods as a m^or source of program 
abuse, because their student default rates are at least 1% times those of other 
postsecondaiy institutions. The charge is that such schools exploit the rsaiiy 
availability of loans ai^ other student aid to lure stiidents into their programs. 
Subsequentiy, tiie students are not equipped to support loan repayments and 
suffer the consequeni»8 of default. Schools claim they serve disproportionately 
hi^ numbers of students at-risk of defatilt 

Concerns raised liy Oiese recent reports of fraud and abuse have focused 
attention on how to improve the regulatory structure in order to assure probity 
among program participants, in particular tiie current "triad" structure used to 
approve schools for program participation. In order for students attending a 
school to receive Federal assistance, the school must: 

• Be accredited by an agency recogniaed for that purpose hy the 
Secretaiy of Education 



»U B Congress. Senate. Permanent Subcommittee on Investigations. Abuses 
in Fede^ Student Aid Pngmms. Senate Report No. 102-58, 102d Cong., Ist 
Sess. Washington, OPO, 1991. 
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• Be lieen^ or otherwise legally authorized to provide postsecondaiy 
education in the State in which it is located, and 

• Be deemed eligible and certified to fiartidpate in Federal student aid 
prop«ms hy ]^.' 

(X the three components of the "triad'-accreditation, State Ueensing, and 
eligibility and certification-two, developed independent^ of any F&deral 
program, need serve purposes related to quality asmuraroe and consumer 
protection, Imt oat nacesonrily tnm tlw Federal perspeciiva. To avt^d 
activating fears about Federal interference in educational decision making, the 
Federal Government, gDneraU|y, and ED, spedficalty, have relied on accrediting 
agencies and State licensing to determine standards of program quality.' 

Thus, a three-pronged system of regulation developed with each component 
operating independently and having dififerent purpo^ and histories. 
Accreditetion agencies, vriiich are private organisations set up to review the 
qualifications of member institutions, are tiie locus for essentially self-initiated 
quality guideline and self-improvement efforts. State agencies, such as school 
licensing bureaus typicailly ezerdse minimal eduMtional quality control and 
attempt to protect Ihe student consumer. Hie Federal Govemnwnt, throu^ 
ED, is tl^ third arm of the triad, focusing on protecting the administratii^B and 
fiscal integrity of ite fimding programs. 

Questions about reform of the triad raised during hearings on 
reauthorization of the HEA have included the following: Would the triad be a 
more efiective approval mechanism if the greater reliance were placed on 
strengthened State and/or aixrediting agency oversight? Are stii ctor standaxds 
for ED certification also needed? As an alternative to changing the general 
structure for institutional eligibiUty, should the laws and regulations be applied 
differentiy to certain schools (defined by institutional sector, or some indicator 
such as default rates) to deal witii integrity issues? 

HEA reauthorization bills ordered reported by House and Senate 
committees (Hit 3553 and S. 1150) revise the definitions of eligible institutions 
and include a number of provisions to reform the process hy which institutions 
become eligible to participate in titie IV student aid programs. Instead of 
singling out axxy particular sector of postsecondary sdiools for special screening 
and oversight, both bills elect to refinrm the inttitotional eligibility rules for all 
postsecondaiy institutions. However, they difiisr significantly in the kinds of 



*See 20 UJS.C 1068(b), 1082, 1085, 1088, 1094 and 1141. 

*The le^lation establishing Ed spedficalfy prohibits it frpm exercising "any 
direction, supervision, or control over tiie curriculum, program of instruction, 
administi'ation, or personnel of ai^ educational institotion, tthool, or 8chcH>l 
system, over a^y accrediting agency or association. . . ." Department of 
Education Or^zation Act, FX. 06-88, section 103(b). 
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change in standaids that are imposed on sehoola, ma weU as which "le^ of the 
nirrent triad to rely on for touf^er serutiiiy of institutions. 

In contrast, a proposal introduced Semior Sam Nunn (S. 1603) and 
Representative Bart Qorto 323d>, based on tlM reeranmei^iations in the 
report of the Smate Permai^t InveatigBtions Subeonunittee, foraises 
spedfieaUy on fraud and dmse in the GSL program fay sdiools in the 
profmetaiy sectOT of postsecondaiy education. The Nunn/Cknrdon fa^U amends 
institutional eligibilitgr ami the regulatoiy structure only for proprietaiy tr^ 
schools (as defined in the bill), as well as implementing other report 
recommendations concerning GSL participants and ED management 

In tlie following pagm, the key changes being proposed in the regulatory 
structure for title IV (institutional definitions, accreditation, State licensing, and 
ED eligibility and certification) in the HEA reauthorization bills and the Nunn 
bill are dracribed and compared. Additional changes that th^es bills propose in 
the GSL program and other specific default prevention measures are not 
included here.^ 

DEFINmONS OF ELIGIBLE INSTITUTIONS 

Both H.R. 3553 and S. 1650 revise the definitions of institutions in title IV 
to exclude from eligibility schools tiiat offer 60 percent or more of their courses 
throu^ correspondence and to r^trict the eligibility of programs of less than 
600 clock hours (6 months). Current, them predominantly vocational 
programs of 300 to 600 clock hours are eligible only for GSL program 
participation and have been the focus of much of the attention in charges of 
fraud and abuse and hi^ de&ult rates. Under the House bill, programs of more 
than 3 months, but less than 6 montiis would continue to be eligible for QSU^ 
only if the school owner or prospective emplc^ eosigns the loan and the loan 
is for no more than half the tuition and fees. The Senate bill provides elipbility 
for all title IV programs only for those 300 hour programs that require an 
associate or bachelor's degree for admi^ion, otherwise programs must be at 
least 600 hours long. 

S. 1603/H ^39 creates a sej^rate definition of "proprietaiy trade school- 
that includes profit or non-profit occupational training schools and applies new 
standards of eligibiUty, including spedfie accreditation and State licensing 
requirements, exclusively to this eategoiy of schools and not to traditional 



^or a description of the m^or difiinrenees in the House and Senate 
reauthorization proposals, including changes in the GSL program, see VS. 
Library of Congress. Congressional Research Service. Higher EdueaHon: 
Reauthoma^n of the Higher Education Act. Issue Brief No. IB90028, 
coordinated by Blargot A. Schenet, Nov. 12, 1991 (continually updated). 
Washington, 1991. 

•Part B loans, but not presumable the new direct loan program authorized 
by part D of title r 



CRS-4 



imtituticms of hij^r edueatioii w puUie vocational athoaia.^ Proprietaiy trade 
schools that oBia hom» stu^ or correspondence programs are not eligible. 
Unlike the reauthorisatkm measures, the Nunn^Qordon biU does not set a 
minimum on the number of hours training so that proprietaiy trade schools 
n»eting the new eligibility requirements could provide title IV aid (not just 
GSLs) for programs of 300 hours. 

Tliere are two banc arguments for excluding 800 to 600 hour programs 
from eligibilitgr. First, the 010 and others have charged that voany sdiools 
offering these short-term programs, such as manicurist training, have stretched 
]»*ogram length to 300 hcmrs mAtfy for ths purpose of quaUQring their students 
for Federal loam. Se«md, tiie skills tau||it in these BYuxri pn^^rams m^ be 
obtained throu^ on-the-^b training w at little cost in hig^ school or 
community coUege p r og r am s without requiring students to accumulate debt 
exceeding their earning potential. On the other hami, without additional 
measures to protect against fraud and almse, «>me argue that raising the 
minimum hours requirement will o' ty lead sdsools to stretch 300 hour programs 
into 600 hours to continue to quality students for Federal aid. Both the House 
and Senate reauthorization bills attempt to guard against Airther course 
stretching. Hit 35S3 requires State approval agencies to re^ew the length of 
programs in relation to ibBvr training objectives, while S. 1160 gives ED the 
responsibility of developing criteria to guard against such abuse. 

ACCBEDITATION 

According to the Council on Postsecondaiy Accreditation, or COPA 
accreditation is "a system for r^gnizing educational institutions and 
profi»sional programs affiliated with those institutions for a level of 
performance, integrity and quality which entitles them to the confidence of the 
educational community aul tiie public they serve." The two main functions of 
accreditation ar** the development of standards and the protection of 
institutional autonomy.^ Both have important implications for the use of 
accrediting agencies as part of the regulatoiy structure for schools participating 
in title IV, since accreditotion by an agency recognized ^e Secretary of 
Education is the first leg of the triad for institutional eligibility. There are six 
regional acTreditingassodations or commissions that accredit traditional colleges 



'Public community colleges' occupational training programs would not be 
cov*«red 1^ these provisions, however occupational programs provided by private 
colleges would appear to be included in the definition of proprietaiy trade 
schools. 

^Council on Postsecondaiy Accreditation. The Bdlanee Wheel fbr 
AecredUaUont Annual Directory. Washington, 1987. See also Young, KenneUi 
E., ed. Undentanding Accreditation: Conteny>orary Penpec^vee on Issues and 
Practices in Evaluating Educational QuaUtj. San Francisco, Joss^-Bass Inc., 
1983 Giereafter cited as Young, Understanding Accreditation). 
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and univeraittes, a» well as mvm fancies that aMredit i»opri«taiy teade whoda 
national^, that are currently recogniaed by the Secretaiy of Education. 

AcereditiDg organiaatioTO feneralty avoid ipedfic standards and 
quantitative diecUiats in developing criteria of quality and fostering eacdlence, 
and iiut^ «i qualitative crit^ and sul^ve judgments of imtituticmal 
ezeeUenee. Althou^itheetandards vary, the actual process of accreditation la 
wiyunif«m,regardtess of iiWch accrediting agsnigr is involved. In keeiOng 
with the primsiy grals of peer review and self-improvement, the key element in 
accreditation is aelf-evahiationliy the institution. The standard components of 
the accreditation process indude a self-stu^, an on-site evaluation Iqr a 
of peera, and a final decision to grant or dsny accreditation the ftiU 
ararediting commiauon. 

Hiere are a number of limits to the accreditation proc^ as a means to 
insure consistentiy hi^ standards at schools, some of which are ftindamentally 
linked to its nature. It is important to remember that acw^ting is undertaken 
In tltelntemts of, and is financed 1^ accredited schools. PubUc service and 
consumer protection are secondaiy interests. Accreditation is not a process by 
which institutions are measured agaiiut dear dgective standards of quahty. 
Altiiourii the pubUc often assumes that awreditation faaplies some warranty or 
-good housekeeping seal of approval" that protects the educational consumer or 
vouches for the finanrial and educational integri^ of an institution, accrediting 
agendes make no such claims. Accreditation cycl» sre too long to be d>le to 
vouch for the current status of sdiools, and accrediting bodies generally ooaot 
have the resources to dosely monitor accredited schools. Since the ouUook of 
the accreditore is collegial and voluntary, tiiey do not see policing or 
enforcement of standards as part of their mission." 

Federal recognition of accrediting bodira was firf.t established under the 
Veterans Reaeyustment Assistance Act of 1952, whidi authorised tiie 
Commissioner of Education to "publish a list of nationally recognised accrediting 
agendes and assodations i*diich he determine to be reUable aut^ritiw as to 
the quality of training offered by an educational institution, . . 



The list of recognised accrediting bodies also indudes a large number of 
apectalised agendas tiwtaccredHspedfic programs. For a nwre detai led ana lysis 
of the current f^pilatoiy steueture particidarly as it pertains to proprietary 
sdiools, see U5. library of Ckmgress. Congresdonal Resewch Service. 
PnpHekuy SehooU, The lUgiOaiory&ruchtre .CBS Bsport tor Congte»fio. 
90424 EPW, 1^ Margot A. Schenet Washington, 1990. 

•See Young, Under^anding Acxmiitation. 

>»For a good description of tiie histoiy of tiie Federal role in r^gi^dng 
accrediting agendes, see Kaplan, WiUiam A., and J. Philip Hunter. The Ugal 
Status of the Educational Accrediting Agency: Problems in Judicial Supervision 
and Governmental Regulation. Cornell Law Quarterly, fall 1986. p. 104-lSl. 
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The impetus fbr this authority and similar authorization in other l^islation 
sueh as title IV was the need for a retialde nwasure of educational quality that 
avoided say a|q>earanee of Fbd^ interference in educational decisions hy 
sdiools. The erit^ for ED recognition, Mtablished ly re{{ulation and most 
reeentfy revised in im, are more procedural than substantive. Tb be 
recognk^ by ED, an agmgr must: 

Have sufficient eipmenee in the programs for which it seeks to be the 
recognised accrediting body; 

Be national or regional in soope; 

Have sufficient r^urces to cany out its ftinetions; 

Be nationally recognised as the appropriate accrediting body; 

Have written (tocuments describing its standards and procedures; and 

Adhere to an accreditation process imiK>sed on institutions applying 
for accreditation." 

The hi^er education ^tablishment has in the past opposed most attempts 
to revise the criteria for recognition, arguing tiiat ai^ expansion in or greater 
specificity in such criteria could be a step towards government interference with 
curricula and academic freedom. On the other hand, a Carter Administration 
proposal to drop the accreditation recognition process also aroused opposition 
from the hi^er education community that feared the alternative vrould be more 
stringent eligibility requirements imposed directiy on individual schools by the 
Federal Oovemment. 

With respect to accreditation, the current legislative initiatives take two 
quite different approach^. The House reauthorization measure, Hit 3663, 
essentially removes accreditation as a leg of the triad by deleting it as a 
requirement for institutional eligibility. The Senate reauthorization bill, S. 
1160, as well as the Nunn^ordon bill, attempt to strengthen accreditation 
standards indir«!tiy through the rerognition pro^s. 

S. 1160 adds a number of standards for recognition by ED to the statute. 
These standards are intended to strengthen the accreditation process for all 
schools and to insure independence nf national accrediting agencies from 



"The process must include: institutional self-analysis, on-site review, and 
reevaluation at reasonable intervals. Information on educational effectiveness, 
the adequacy and accuracy of public disclosures, and the decisions of other 
recognized accrediting agencies must be included as part of its criteria for 
accrediting sdiools. 
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trade asKxaationB of woprietaiy schcwle. Among the new emphases, the hill 
SSSl^^ He fJ^Krfl accrediting agendes have to nrnew ech«ls 
f^STiS of inSc^Mid course offered as well as the sufficieniy and 

quaUty of fadUties. «sourc«K and feculty « Tb ii»ure indep^^fi«>m 
S^lMSodatio^agencies would he required to have at least 25 percent of 
SmSi^«ena;er!rr^ «r the i^Wi^md to tove a^ 

ha^^ dues. Other procedural requirements added to the ED recognition 
criteria are: 

Training for accreditation team members; 

. On-site visits for new branch campuses or schools that change 
ownOTship; 

. At least one unannounced site visit for schools offering vocational 
progranu, and 

. Information sharing witii other legs of the triad. 

The Nunn^rdon biU (S, ISOSAI 3239) contains «»i»"J>«'™2Sl^"* 
these SSe^^ments only for the wcognitlon by ED «'^I»«VrW 
adi^a«sif»diting bodkMi. In adation, this proposal requires the 
Senary of ED to develop "uniform performance-based consumer protection m 
L^thdrewal,Vompletion, placement, and default rates to be applied 
by proprietary trade school accrediting agencies. 

Arguments in favor of eliminating ecwediUtion as a ^}^^^ 
institutional eligibility gsnereUy focus on the difficulty ofusing a pnvMe 
cSffSwtion fof accLplirtiing what are essentially P^J^^rj^*^" 
mSSoring objectives. Because the higher education comm^ 
wt efforte to be specific in the criteria for ED r«cogmtion as an mterferen^ 
J^ SiS^ freedom, Federal olgectives may be more directly a^P^^ 
^uATEDcertifioltionprocess. This would presumably leave ac^ 
S3nce as a private operation, since it was established ^^^^^^ 
Fe^GTvemment seized upon it as an indirect way to guarantee quality 

education. 

What this line of leanning leaves unreeolved •> liow to awure the quaH^ 
of the rfacational eiq«ience received \v Federal aid reopiMrt. wittout 
eLprferingchargeeoTF^^ interference" in «»deBui.. A« =?n«»P^f??'2 
ML^^^Srtng •choota tb-t have probtan. vrould be eujaected to State 
to .^O^of their inrtruetion W n«» Khool. would berjvwwed). 
SS^^ required to u«. any quali^ of education or I*rf<>™«~» 

in ce^ «hoota for title IV participation. Thu.. «»ne 

"AccediUng agencie. pneral!/ have mch rtandurde alrea^r, but under 
oirrenrnpilationTthv are not a part of the criteria for recogmtion. 
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ezistmg schools with poor quality cmild continue to be eligible if the criteria 
used to select schods for State review are not comprehensive enc^jg^ (see 
discussion below c^State approval process beii^ proposed in HA 3553). On the 
other hand, many private nonprofit colleges and universities are concerned that 
tlra proposed crit^ia for State review open the door to State over^g^t of their 
curricula since the bill accepts such review in prii^ple. These whools wmild 
prefer to continue to rely on the private accreditation process for assessment of 
educational quality and performance.** 

STATE UCENSING AND APPROVAL 

There is no consistent State role in regulating postsecondaiy schools since 
States developed rules with a variety of dififorent purposes and perspectives. 
QeneraUy, the ruin and the State hi^ier education agency (or the State 
commission/govBming board) that sets standards for public and private 
nonprofit hij^r education institutions are separate from State agencies and 
regulations for licensing proprietaxy schools. llVhile all States have some 
approval or licensing procedure that pcstsecondaxy schools of all kinds must 
compbr with in order to operate wiUdn the State, tii^e procedures differ greatfy 
both within and across State lines. Because of iha concerns about fraud and 
abuse in the pn^nrietazy sector, attention has focused on the problems with 
regulation of proprletazy whoob at the State level, lbs lack of uniformity in 
State statutes ai^ regulations has limited the reliance that could be placed on 
States for insuring Federal otgectives in the use of student aid fiinds. States 
have varied greatiy in ihe substantive areas covered, in the strictness of the 
standards imposed, and in tiie extent to which the applicable statutes are 
actually implemented and enforced. 

Recentiy, however, five of the six States with the largest proportions of 
proprietaxy school students or schools nationwide, Texas, California, Ohio, 
Illinois, and New York have amended their proprietaxy school laws. A number 
of other States also have revised recent^ or are in the process of revising and 
strengthening their statutes and regulations governing the proprietaxy sector. 
These State reform efforts have focused on raising fe^ to strengthen monitoring 



'^nicaUy, in a context unrelated to reauthorization of HEA, the Secretaiy 
of Education, Lamar Alexander, has recent^ suggested that the requirement for 
cultural diversity standards, imposed as a randition for accreditation hy the 
Middle States Association of CoUeges and Schools (BfflACS), is coercive. He 
questioned whether perhaps accreditation could be bypassed as a criterion for 
institutional eligibil^y for titie IV fimds. Ihe issue arose in 1991 during the 
renewal of the IdSACS recognition as an accrediting bo^y by ED. Complaints 
were maite to ED about the Middle States' diversity standards. For forther 
information on this iMue, see Jasidiik, Scott and Robert R. Schmidt, Jr. College 
Accreditors Qpar Use of Quotas, Federal Offidals Segr. Gironksk of Higher 
Education, Dec. 4, 1991. p. A37. On Dec. 12, 1991, The Waahington Poet 
reported that Middle Stat^ and ED may have agreed to a compromise on the 
issue of the association's diversity standards. 
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and enforcemont stafTi establishing nine tuitiosi-reimbimement reftind plan, 
implementii^new raquirements for eehoola to mibmit financial infonnation, and 
Betting itandarde for plaeemrat and prc^am completion ratra. A recent report 
hy the State ifi^ier Education Eiecutive Officers Anodation (SHEEO) 
recommended that all States work to estaUish tou|^ standards for licmdng 
proprietaiy sdiools and that the Federal Govenmient provide financial 
assistance for this effort.'* 

Both House and Senate reauthorisation hiUs attempt to set up an 
essentiaUy new State approval ^weess, coordinated by a rin^e State agency, 
that would ^prove all postsecondaiy institutiona within a Stete for purposes 
of title IV eligibility. Hit 3553 requires "State postsecondaiy approving 
agendes' to sign agreements with the Secretaiy of Education to poform a two 
tier approval process, for which they would be reimbursed by ED. The bill 
authorises such sums as may be nerassaiy up to 1 percent of total title IV 
financial aid appropriations. In order to avoid problems with claims of State 
interference in the affairs of traditionally independent public or private coUeges 
and universities, the House biU mak^ Stete approval automatic for institutions 
that do not exhibit any of the following criteria: 

A default rate of 25 percent or hij^er, 

A default rate of 20 percent or hif^er and either more than two- 
thirds of the studente receive titie IV aid or more than two-thirds of 
operating expenses are paid firom Federal stodent aid fiinds; 

The school was subject to a limitetion, suspension or termination 
action by ED within the last 5 years*. 

The school was subject to an audit exception of more than 2 percent 
of ite annual titie IV aid for the two most recent aucUte; 

The school was cited for a late audit; 

The school's GSL or Pell grant fonds fluctuated by more than 25 
percent; 

A change in ownership; 

Less than 5 years partidpation in titie IV programs; 
A large number of student complainte; or 



**See Cage, Maiy Crystal. Tou^^r Regulations for For-Profit Trade Schools 
Gain Support in a Growing Number of Stetes. 7%e Chronide of JRgher 
Education, Apr. 25, 1990. p. A22, 24, 26; and Merisotis, Jamie P. The MeOioda 
and BffiBcHveness of State Ucenaing of Propri^ry Institutions; A Report of the 
State Higher EduaiUon Executive Officers, Denver, Sept. 1991. 
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Other criteria established by the Seeretaiy. 

InstitutioDs ezhibitii^ at least one of these criteria would be reviewed by the 
State agfimy in aec(»danee witii State standards in specified areas that iimlude 
the quality of the instruction and perronnel, student consumer protection, 
financial and administrative oqmcity, and the relation of student charges to tho 
expected employment outcome. 

Like the Houw bill, the Senate reauthorization bill cr^ttes a new State 
agmqr ai^iroval process. S. 1160 authorises $10 million for discreticniaiy grants 
fixmi ED to States fi?i' this purpose. Under the Senate bill, aU schools would be 
reviewed according to an approval pro^ that indudai State developed 
atandards in the area? of financial and administrative capacity, fkcUiti^ student 
consumer protection, refimd policies (that at a minimum must i»ovide for 
prorata refiinds for witiidrawals in tiie first half of the program), and separate 
review of new branches and schools that change ownership. Institutions with 
certain characteristics that indicate problems or that are new institutions 
(similar to ^e criteria in HJt 3553 listed above) would be required to comp^ 
with a set of veiy specific financial and administrative requirements defined in 
the statute in order to receive State approval.'^ 

In contrast, the Nunn/Gordon bill requires approval by "the State Hi^er 
Education Agency" of aU proprietary ti*ade schools while no Federal ftinds are 
provided. States are required to conduct on-site inspections and to use criteria 
for approval that include, at a minimum: 

The quality and content of instruction, equipment and personnel 
are adequate to meet the school's stated objectives; 

Adequate school standards for attendance, satisfoctoiy progrew, and 
student performance; 

Compliance with health and safety rules; 

Availability of school publications d^cribing performance of 
students with respect to completion, placement, and defaults; and 

A foir and equitable refimd policy.'* 

EuomiLmr and certification 

As the final leg of the triad, postsecondaiy institutions must go throu^ the 
eligibility and certification proems. To establish eligibility, ED*s Division of 



''For example, one requirement is that tiie institution's asset to liability 
ratio be at least 1:1 azduding unearned tuition or undisbursed Federal fimds. 

'"The bill does not define what is a fiur and equitable refimd policy, nor 
acceptable performance or quality standards, presumably leaving this to States. 
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EligibiUty and Certification reviews documents provided hy the school to 
detnmine whether a school las met the State authorization and the 
accreditation requirBments. Proprietaiy and vocational sdiools must also have 
been in operation for 2 years, and their programs must meet the minimum 
course length requirements. EligibiUty for aU institutions must be renewed 
eveiy 4year8. 

Eligible institutions must then be certified as meeting certain regulatoiy 
requirements regarding financial responsibiUty and administrative capabiUty. 
The finandal responsibility standards are supposed to indicate that an 
institution can piy its biUs, is financially sound, and that the owners and/or 
emplcryees have not previously been convicted of defrauding the Federd 
Government. The administrative capabiUty requirements are also basic and 
concern the a&quaiy of personrol rMources to administer title IV programs and 

the maintenance of s^ident records. After reviewing the ^Ucation and 
documents submitted, Department staff determine whether a school meets these 
standards and certify it for participation in title IV programs. Schools for wWch 
there is wncem about their finaiMsial capabUity may be placed in a spedal 
reportingcategoiy. Finally, schools must sign program participation agreements 
with the Department for Mwh of the titie IV programs. These agreements 
general^ refer iMck to the general standards for participation discussed above 
as well as aiiy administrative requirements specific to a particular program. 

Both House and Senate reauthorization bills amend and strengthen the 
statutory requirements for ED certification. In contrast, the NunnASordon bill 
does Uttie to increase ED responsibUities, instead relying on other legs of the 
triad for better protection against frand and abuse, particularly for proprietary 
schools. 

H.R. 3553 significantiy strengthens the Federal requirements for 
certification. Among the key provisions are: 

A Federal prorata reftind requirement for all institutions (for student 
withdrawals up to 75 percent of the total course period); 

Annual independent financial au^ts; 

Finandal guarantees sufficient to cover potential liabiUties for Fecteral 
fiinds; aU currentiy certified institutions to be recertified within 5 
years with priority for hi^ defoult rate schools; 

A 5 year Umit on certification with conditional certification for new or 
troubled institutions; 

All branches or schools that change ownership to be separately 
certified; and 

On-site review by ED prior to initial certification. (ED would be 
allowed to charge schools fees for the site ^its.) 
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The Senate reauthorizataon bill alro has new requirements for ED 
certificatio& and pn^jram reviews: a mmiinnm 5 ymr eertification, witii on^te 
reviews and provisional certification for new institutions ai^ those that change 
cwnership, annual audits, limits on the increases in loan volume for new 
participants, and sufficient cash reservas to cover all student aid reftind 
liabilities. Unlike the House bill, the Senate UU also attempts to address the 
question of program quaUty at the Federal level, and requires the Secretary to 
develop performanra standiads related to pn^ram outi»m«i, such as completion 
and placement rates, for use in the certification process. 

The Nunn/Gordon bill creates a new position of Assistant Secretary for 
Student Financial Assistance and an office of Student Financial Assistance 
Oversi^t and E^oreement, but does not establish ai^ new criteria pertaining 
to £D certification or review of institutions partici|»ting in title IV programs. 

CONCLUSION 

The areas of significant difference in the bills discussed above (besides the 
overall approach of applying new regulatoiy standards and processes to all 
postsecondaiy institutions or only to the proprietary school sector) include 
whether to retain accreditation as a leg of tl» iarisA (only H Jl. 3553 drops 
accreditation), whether to attempt to strengUien standards on educational 
quality, whether to develop performance standards to measure quality throu^ 
student outcomes, ax»l if so where to lodge responsibility for such efibrts. Ei^ 
of the bills takes a different approach. HH. 3553 requires State approving 
agencies to apply certam standards of quality, but not performance outcomes, 
to schools tiiat meet certain criteria imiicating problems or that were remtiy 
established. S. 1150 clarifies that accrediting agencies are responsible for 
reviewing quality, but places responsibility for developing performance standards 
within ED as part of the certification process. The Nunn^Sordon bill also places 
responsibility for review of educational quality with the accreditation process, 
and requires the Secretaiy of Education to develop performance standards for 
use by the accrediting agenda not by ED. 

Anotiier area of difference concerns strengthening the requirements for 
financial liability of schools and reftind poUdes. H.R. 3553 establishes new 
r«iuirement8 in these areas as part of Federal certification by ED. Program 
participation would require schools to have a letter of credit or other irrevocable 
bond sufiQdent to cover all potential liabilities under titie IV. In order to be 
certified, all schools would also be required to have reftind polidM that at a 
minimum provi<fe pnnrata (rounded down to the nearest 10 percent) refimds for 
students withdrawing up to 75 percent of the course period. S. 1150 requires 
ED to ascertain as part of the certification process wheUier a school has 
suffident cash reserves to assure repayment of required reftinds, and requires 
State agendes to insure tiiat, at a minimum, uhools provide prorata reftti^ for 
first time students up to the first half of the course period. The Nunn/(}ordon 
bill (S. 1503/H H. 3239) does not go beyond current requirements in this area. 
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